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INTRODUCTION

At the beginning of the 82nd Legislature, the Honorable Joe Straus, Speaker of the Texas House
of Representatives, appointed nine members to the House Committee on Land and Resource
Management (the Committee). The Committee membership included the following appointees:
René Oliveira, Chair; Tim Kleinschmidt, Vice Chair; Rafael Anchia, Rodney Anderson, Fred
Brown, John Garza, Lois Kolkhorst, George Lavender, and Dee Margo. During the interim, John
Raney was appointed to fill the position vacated by Fred Brown who resigned from the
Legislature in 2011.

Pursuant to House Rule 3, Section 23 (82nd Legislature), the Committee shall have jurisdiction
over all matters pertaining to:

1) the management of public lands;

2) the power of eminent domain;

3) annexation, zoning, and other governmental regulation of land use; and

4) the following state agencies: the School Land Board, the Board for Lease of University
Lands, the Coastal Coordination Council, and the General Land Office.

During the interim, Speaker Joe Straus issued five interim charges to the Committee to study and
report back with facts, findings, and recommendations. The House Committee held two public
hearings on July 23, 2012 and September 24, 2012 to study the charges. The Committee also
accepted written testimony and research from the public in the course of compiling this report.
Appreciation is extended to those who testified before the Committee and those that submitted
written materials during this time.
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HOUSE COMMITTEE ON LAND AND RESOURCE MANAGEMENT
INTERIM STUDY CHARGES

1. Examine the Cabin Program managed by the General Land Office. Review the history of
the program, the current fee structure, and the renewal process and whether the program
is achieving the goals for which it was created. Make appropriate legislative
recommendations.

2. Monitor and examine the ongoing litigation of Severance v. Patterson and its impact on
the Texas Open Beaches Act.

3. Examine the effectiveness of the Texas Private Real Property Rights Preservation Act
(Chapter 2007, Government Code).

4. Examine current regulatory authority available to municipalities in their extraterritorial
jurisdiction. Make necessary legislative recommendations to ensure a proper balance
between development activities and municipal regulations.

5. Monitor the agencies and programs under the committee's jurisdiction and the
implementation of relevant legislation passed by the 82nd Legislature.
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Charge 1

Examine the Cabin Program managed by the General Land Office. Review the history of the
program, the current fee structure, and the renewal process and whether the program is achieving
the goals for which it was created. Make appropriate legislative recommendations.
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Background

Cabins and "fishing shacks" have existed along the Texas coast for more than a century. Sport
and commercial fishermen, and duck hunters first began building these cabins between 1900 and
1920 on small islands or shell outcroppings in the bays. All of these cabins are only accessible by
water. Once the dredging of the Intracoastal Waterway by the United States Army Corps of
Engineers was completed in 1949, the number of cabins grew as people began building on the
new spoil islands created by the dredging.

After determining that these fishing shacks needed oversight, the Texas Legislature enacted
Chapter 33 of the Texas Natural Resources Code in 1973 which charged the School Land Board,
acting through the General Land Office (GLO), with the management of these fishing cabins.
The legislation considered all cabin structures existing on state land to be fully owned by the
State of Texas. All existing cabins, as of August 27, 1973, were given the opportunity to register
the structure with the Board. These cabins could be for recreational use only. If the cabin was not
registered, the person who constructed the cabin would lose any claim and the structure could be
removed by the State. In the initial registration period, 619 cabin permits were registered and
permits were issued for those cabins. Permit holders are required to clearly mark their permit
number on the exterior of the cabin. The General Land Office has managed the coastal Cabin
Program since that time.

There are certain statutory requirements laid out for the Cabin Program in Chapter 33 of the
Texas Natural Resources Code. Specific references include the following:

TNRC 833.119 The board may issue permits authorizing limited continued use of
previously unauthorized structures on coastal public land if the use is
sought by one who is claiming an interest in the structure but is not
incident to the ownership of littoral property.

TNRC §33.127 Cabin permit terms may not exceed 5 years and may be renewed at the
discretion of the board.

TNRC §33.128 Permits may be used for noncommercial, recreational purposes only.

TNRC §33.131 Structures associated with the cabin permit are property of the state of
Texas.

TNRC §33.130 Major repairs or rebuilding of the cabin structure require approval by the
board.
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TNRC §33.126 If the terms of the permit are broken, the permit may be terminated by the
board.

Current Cabin Program

According to the General Land Office, there are currently 407 cabins located in nine counties
along the Texas Coast. Two hundred and eighty seven of these cabins are located along the
Laguna Madre and 77 are located in the Upper Coast, the remainder are spread along other parts
of the Texas coast. Permit holders come from all areas of Texas with the greatest number coming
from the San Antonio and Houston metro areas. Michael Lemmonds, Director of Commercial
Leasing and Special Projects for the General Land Office testified that the sizes, colors, and
configurations of existing structures are as varied as the permit holders. Some cabins have been
reconstructed and expanded over the years, but just as many have the same aesthetic look that
they had 40 years ago.

Permits for these cabins are issued for five-year terms for recreation purposes only (statute
prohibits using the cabins for commercial purposes). Once the five-year term comes to an end, if
the cabin and permit holder are in compliance with all rules and guidelines, the cabin permit may
be renewed for another five years. The cabin renewal process begins during the fourth year of the
lease. This renewal is subject to approval by the School Land Board. The School Land Board
must also approve any amendment to the cabin or the transfer of the cabin permit to another
party. Out of the 407 current cabin permits, 37 are held by either the original permit holder or
family members/heirs of an original permit holder. The average permit is held for 9 years.*

There are three ways to become a part of the cabin program: transfer of the lease, partnering with
an existing permit holder, or cabin bid offerings. With approval from the board, permits can be
transferred from one interested party to another. All fees must be current and there is an on-site
inspection of the cabin prior to approval. According to the GLO, an average of 16 transfers is
approved by the board each year. Currently, the GLO does not require any additional fees in
order to facilitate a permit transfer.

The second way to participate in the cabin program is to partner with an existing permit holder.
Because of the remote locations of these cabins and exposure to weather, the cabins require
constant maintenance to remain in compliance. Most permit holders will have several partners
associated with the cabin permit in order to ease the high cost of maintaining the cabin. The
primary permit holder is listed on the permit application and signs the contract. Partners with
vested interest are listed in the GLO's database, and currently do not pay any additional fees for
access to the cabin permit.?

1 Written testimony provided by the General Land Office, July 23, 2012.
2 Testimony provided by Amy Nufiez, General Land Office, July 23, 2012,
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In response to increased demand and inquiries into the cabin program, starting in 2005, the GLO
instituted a third way to become active in the cabin program: a sealed bid offering for permits.
The GLO offers the opportunity for interested parties to obtain a cabin permit by bid offerings.
The sites are selected based on minimizing impacts to natural resources and proximity to other
cabins to improve management efficiency. The bid winner is still required to build a state-owned
cabin at their own expense, which immediately becomes state-owned. This is a significant
expense because these sites are only accessible by boat, there is no potable water or utilities, and
in most instances are located miles from populated areas.®

Between 2005 and 2011, a total of 10 permits were offered for bid. The GLO has been
conservative in offering sites for bid, and has focused on what is best for the program and less on
generating significant amounts of revenue. There have been a total of 18 bidders to participate in
this process. In 2005, there were six bids for five permits. There were nine bids for two permits
in 2007. In 2009 there were two bids for two permits and there was one bid for one permit in
2011. This process has brought in a total of $288,720 to the Cabin Program with the lowest bid
of $17,090 in 2009 and the highest bid of $48,518 in 2007.*

Cabin Program Revenue

There are three categories for money collected in association with the cabin program: deposits,
fees, and rent. Fees are deposited into the General Fund which is utilized by the State of Texas.
Rent is collected and deposited into a special account called Fund 450 that solely supports the
Cabin Program. The General Land Office makes a point to keep the fees and rent associated with
this program in order to encourage permit holders to invest time and money into the maintenance
of the cabin.® The following is a breakdown of the three categories:

Category Amount Notes

Deposit $200.00 One time, refundable, for new contract issuance or transfer of
interest approved by the School Land Board
Fee $375.00 New contract issuance or transfer of interest approved by the

School Land Board.

$175.00 Contract Renewal

Rent $0.60/sq. $175.00 minimum, bonus rent can be collected under this category
ft. for cabin permits obtained through the sealed bid process.

3 Testimony by Michael Lemmonds, General Land Office, July 23, 2012.
4 Written testimony provided by the General Land Office, July 23, 2012.
5 Testimony by Amy Nufez, General Land Office, July 23, 2012,
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In 2011, the annual revenue (rent) for the Cabin Program was $290,000. The average permit
holder pays and average of $606 annually in rent, and approximately $45,000 of the revenue
came from what the agency calls "bonus rent”, which is additional revenue collected by the
sealed bid process. The GLO projects that the revenue for the Cabin Program will remain
relatively constant as they anticipate that any contracts scheduled to expire will either be
renewed or reissued.

Historically, any walkways, docks, and piers associated with the cabin have been considered
ancillary structures with no rent allocated for these structures. In early 2012, the GLO staff began
exploring an additional rent category to be associated with these structures and was recently
granted preliminary authorization by the School Land Board for a fee change that includes a
$0.20 per square foot additional fee for walkway, pier and dock structures associated with the
cabin permit. This additional rent could generate $60,000 per year if implemented.®

Historical revenues deposited into Coastal Public Lands Management Account Fund 450 from
2004-2011 are as follows:

Year Deposit
2004 $209,853
2005 $360,458
2006 $225,570
2007 $337,716
2008 $210,256
2009 $297,294
2010 $257,031
2011 $290,216

As of July 17, 2012 the revenues deposited into the Coastal Public Lands Management Account
Fund 450 for 2012 are $209,484.

The GLO offered permit sites for bid 2005, 2007, 2009, and 2011. The bonus rent collected for
those years is as follows:

Year Permits Offered | Bonus Rent
2005 5 $112,501
2007 2 $97,037
2009 2 $34,180
2011 1 $45,002
Total 10 $288,720

6 Testimony provided by Michael Lemmonds, General Land Office, July 23, 2012,
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Annually, the GLO is appropriated $202,510 out of Fund 450. Any revenues received in excess
of this amount remain in the account and support the subsequent year's appropriation. The
current fund balance is $385,461."

Cabin Program Management

For efficiency, the GLO utilizes existing staff and resources for the management of the Cabin
Program. The Cabin Program is fully self-sufficient and receives no additional funding for
management. The money collected by annual rent and bonus rent deposited into the Fund 450 is
used to fund staff and necessary equipment, such as boats, to effectively manage the program.
The GLO has approximately 12 field staff employees and 3 Austin staff employees who work
with the Cabin Program. There are no employees who work solely with the Cabin Program, they
all have various other responsibilities with the GLO.®

The GLO has implemented four strategies for the Cabin Program which has helped to increase
efficiency. First, the GLO maintains low fees for the use of state land. One point the agency is
particularly proud of is that the fees associated with the program have remained relatively low
since the inception of the program. The low fees also work as an incentive for permit holders to
invest in the maintenance of their cabins in order to keep them in working order and up to the
standards set forth by the GLO. Second, the GLO implemented a leveling plan which distributes
the number of permit renewals each year. This has reduced the workload and allows for agency
staff to organize, plan, and manage the program effectively. Third, the agency has identified
preferred locations for cabins and when possible, cabins are relocated to these areas. This helps
to minimize the costs associated with field inspections, and helps with time management when
conducting the inspections. Finally, the GLO utilizes electronic communication via e-mail and
the agency's website when corresponding with cabin permit holders.

The Cabin Connection newsletter is a yearly publication that is sent to each cabin lessee and
published on the GLO's website. This publication gives permit holders the opportunity to share
photos and stories and experiences with the program. The newsletter also provides the GLO with
an outlet to share common violations, new program requirements, boater safety, habitat
protection practices, and any other relevant information with cabin program participants.’

The GLO is also committed to ensuring that the Cabin Program is an environmentally conscious
program. Staff coordinates with state and federal agencies, non-profit organizations, and cabin
permit holders to ensure that the Texas coast is preserved and clean and not harmed by this

7 Written testimony provided by the General Land Office, July 23, 2012.
8 Id.
9 Testimony provided by Michael Lemmonds, General Land Office, July 23, 2012,
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program. Some specific examples include waste disposal, debris clean-up, and minimizing
impacts to critical habitats.

Under the Waste Disposal Policy for cabin permits, under no circumstances can human waste be
disposed of in the water or on State Land. Each cabin permit holder is required to have a waste
system that is entirely self-contained and portable, allowing for removal at any time. The GLO
requires all permit holders to sign an affidavit regarding this policy and provide information on
the compliant system that will be used. Permit holders are also required to remove all debris
from the cabin site as part of the permit compliance. Any construction or reconstruction of piers
associated with cabins must comply with current rules and guidelines established by Texas
statute. Agency staff works with permit holders to ensure that impact to natural resources, such
as seagrass, is minimized as much as possible.

In addition to these requirements, the GLO has also worked with the U.S. Fish and Wildlife
Service and the Audubon Society to relocate cabin structures from rookery islands to less
sensitive areas. So far, more than 25 cabins have been relocated. The agency also works to
ensure that any remaining cabins on rookery islands are managed to minimize disturbance to
nesting birds.*®

Two common concerns are most often associated with the cabin program. First, existing cabins
and leases are held almost in perpetuity. As noted earlier, almost 10 percent of leases are still
held by the same person or family which was originally granted the lease almost 40 years ago.
The average permit is held for 9 years. Rarely, however, is the cabin relet by the state. Usually a
transfer of the lease is arranged privately, which is the second concern with the program. These
privately arranged transfers, often net the leaseholder tens of thousands of dollars, yet the state
transfers the lease at no charge. These transfers exclude the general public from any opportunity
to bid to lease the cabins.

With respect to the long-term holding of leases, these leaseholders continue to abide by the rules
of the program, which is often a considerable expense. Storms have destroyed many of the
cabins, and the leaseholder must collect the debris, then reconstruct the cabin. Because the land
is only accessible by boat, rebuilding is a time consuming and expensive undertaking. Still,
holding leases for such long periods may exclude others from enjoying the lease.

The GLO says it keeps close track of inquiries about the program, and it does not feel there is a
great deal of pent up demand for additional leases. While it was able to secure relatively high
prices in 2007 for new leases, by 2009, with the negative impact of the recession, prices had
dropped sharply. The GLO often finds that those who inquire lose interest once they understand
the financial obligations that come with the program. Few can afford to build a cabin that

10 Written testimony provided by the General Land Office, July 23, 2012,
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immediately becomes state-owned, maintain it, and be prepared to gather debris and rebuild if a
hurricane hits.

Concerning the transfer of leases, the right to transfer a leasehold interest is generally inherent in
a lease, as long as the lessor agrees. The GLO acknowledges that lessee's often make some return
when they arrange a transfer of the lease, and seldom has the GLO rejected a transfer. Some
question whether the GLO is failing to secure additional money for the state. They posit that
GLO should let the lease terminate, then relet in a competitive bid process. The GLO is
concerned that some leaseholders might abandon their leases and their obligations prematurely,
causing safety issues and a financial obligation for the GLO to remediate a site, if the lessees are
prohibited from arranging transfers and recouping some of their costs.

Overall, the desirability and value of leases are determined by location. Leases nearest the best
fishing spots and relatively easily accessible are worth more than remote leases. Thus, the GLO's
concerns appear valid for some sites for which there would be little demand, but less valid for
sites for which there might be considerable demand.

Recommendations:
The GLO should take a more market-based approach to the management of leases.

Because the desirability and value of leases covers a very broad range, the GLO should use its
property valuation and management expertise set varying terms and conditions across the
spectrum of these properties, rather than relying on one set of rules that covers all the properties.
There may be occasions when the GLO feels it can earn more for the state by denying a transfer,
and reletting through a public bid process. For other properties, it may be more efficient to
transfer the lease. The GLO, with its real estate expertise, is uniquely qualified to make
decisions about how to handle each individual lease.

The committee does not believe any legislation is necessary to implement this recommendation,
and requests the GLO make the rules changes it deems necessary maximize the financial,
recreational, and environmental benefits of the program.
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Charge 2

Monitor and examine the ongoing litigation of Severance v. Patterson and its impact on the
Texas Open Beaches Act.
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Background

There are over 600 miles of shoreline in the State of Texas. In order to protect the public's right
to access these beaches, the Texas Legislature passed the Open Beaches Act in 1959. The Open
Beaches Act (OBA) found in Texas Natural Resources Code 861.011(a) states:

It is declared and affirmed to be the public policy of this state that the public,
individually and collectively, shall have the free and unrestricted right of ingress
and egress to and from the state-owned beaches bordering on the seaward shore of
the Gulf of Mexico, or if the public has acquired a right of use or easement to or
over an area by prescription, dedication, or has retained a right by virtue of
continuous right in the public, the public shall have the free and unrestricted right
of ingress and egress to the larger area extending from the line of mean low tide to
the line of vegetation bordering on the Gulf of Mexico.

The public may use all the land seaward of mean high tide, known as the "wet beach.” All the
sand/property landward of mean high tide, known as the "dry beach,”" may be privately owned.
Beach that is not accessible by a public road or public ferry is not included. Through erosion and
other natural forces, the area making up the wet beach shifts over time.

In 2005, Carol Severance, a California resident, purchased three properties in Galveston that
bordered the public beach. She received notice that if the public beach moves to where a home is
located, the owner can be sued by the state and ordered to remove the structure. All purchasers of
coastal property in Texas receive this notice. Following Hurricane Rita in 2005, the beach
shifted. The General Land Office notified all property owners in Galveston whose homes were
on the public beach easement of the encroachment, and offered monetary incentive to move their
homes. In response, Ms. Severance filed suit through the Pacific Legal Foundation, arguing that
the possible enforcement of the Open Beaches Act, by removing her home, violated her
constitutional rights, specifically her 4th, 5th and 14th amendment rights. According to David
Land, Director of the coastal law group of the Legal Services Division of the General Land
Office, who testified to the Committee, Ms. Severance argued that the imposition of the rolling
beach easement which put her house on the beach was an unreasonable seizure of her property
and also constituted a governmental taking of private property without just compensation. Both
claims were dismissed by the Southern District of Texas Federal Court in May 2007.

Following the dismissal, Ms. Severance appealed to the United States Court of Appeals for the
Fifth Circuit Court in New Orleans, LA. Oral argument was heard in June 2008. A three judge
panel unanimously dismissed the 5th amendment right of taking, because the state had not taken
her property yet. Some questions arose concerning Texas Law and the 4th amendment claim.
The court sent three questions to the Texas Supreme Court which were:
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1. Does Texas recognize a rolling public beach front easement, i.e. an easement in favor of
the public that allows access to and use of the beaches on the Gulf of Mexico, the
boundary of which migrates solely according to natural changes caused in the location of
the vegetation line without proof of otherwise establishing an easement by prescription
by dedication or other customary rights.

2. If Texas recognizes such a rolling beach easement, was that easement derived from
common law doctrines or from the construction of the Open Beaches Act itself.

3. To what extent, if any, would the landowner be entitled to receive compensation under
Texas Law or the Constitution for limitations on her private property usage affected by
the landward migration of the rolling easement onto her property, to which no public
easement had been found previously by dedication, prescription, or custom.**

In November 2010 the Texas Supreme Court ruled that there is a rolling easement in regards to
natural movement. They recognized that a beach is not a static entity and that it does move
gradually. However, they did not recognize the dramatic movement caused during an "avulsive"
event such as a hurricane or tropical storm.

The state disagreed with the court's ruling and asked for a rehearing in the Texas Supreme Court.
They also asked the court to rule the case was moot after Ms. Severance sold her rental property
to the city of Galveston. The court ruled that Ms. Severance could still be liable for penalties, so
the lawsuit would remain. The state was granted a rehearing which was granted in March 2011,
and oral arguments were heard in April 2011. In March 2012, the Supreme Court issued a ruling
that was essentially the same as the November 2010 ruling.

The Court of Appeals sent the case back to the Southern District of Texas Federal Court for trial
on Ms. Severance's 4th Amendment unreasonable seizure claim. In June of 2012, the State filed
a Joint Petition for Rehearing en Banc, asking the entire panel of Fifth Circuit Judges to rehear
the Severance case. At the time of this report, the State is currently awaiting a decision from the
Court of Appeals on its petition.*?

Issues

The Texas Supreme Court's opinion in the Severance case has created considerable uncertainty
regarding the 53 years of law established by the Open Beaches Act. It further created uncertainty
over how the General Land Office determines the extent of the public beach easement in the
future. The decision will prompt further litigation. This will also greatly hinder the state from

11 Testimony provided by David Land, General Land Office to the Committee on July 23, 2012.
12 Written Testimony provided by the General Land Office to the Committee on July 23, 2012.
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investing public money to protect what may be private beaches and delay coastal cleanup after a
big storm as administrators sort out what is public and what is private. This may result in the
public being unable to access a public beach affected by a storm. It is important to note that the
first opinion did not rule that there is no public beach easement and it did not invalidate the Open
Beaches Act.

Recommendation

The broad policy implications of the case on well-established law and its impact on public lands
is of great concern. The committee will continue to monitor any developments in the Severance
v. Patterson case and will make any necessary recommendations based on any final conclusion
from the court.
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Charge 3

Examine the effectiveness of the Texas Private Real Property Rights Preservation Act (Chapter
2007, Government Code)
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Background

The Private Real Property Rights Preservation Act (Act) was adopted by the Texas Legislature in
1995. The Act is directed at governmental takings which are defined as "governmental actions
affecting private real property, whole or in part or temporarily or permanently as required by the
Fifth and Fourteenth Amendments to the United States Constitution and Article | of the Texas
Constitution."*® The act requires compensation when governmental regulations cause a reduction
of 25 percent or more in real property value. The act also requires government to prepare a
Takings Impact Assessment when the adoption or issuance of an ordinance, rule, regulatory
requirement, resolution, policy, guideline or similar measure imposes a physical invasion or
requires dedication or exaction of private real property. The impact assessment must describe the
specific purpose of the proposed action as well as the burdens and benefits of the government
action. It must also describe reasonable alternative actions that could accomplish the specified
purpose.**

Jim Allison, with the County Judges and Commissioners Association of Texas testified to the
Committee that the act has accomplished what the Legislature intended without being too big of
a burden on governmental agencies. There are two primary objectives of the act. First, the act
was designed to require political subdivisions and state agencies to assess the impact of their
actions on private property owners. This requirement forces the entities to consider whether
their actions will reflect negatively on private property owners before they act. Second, if the
entity does take an action that has a negative impact on the property owner to the extent of
diminishing the value of their property by 35% or more, then the property owner has a statutory
remedy by which they can seek redress to either roll back the governmental action or to obtain
compensation for that governmental taking.

Counties only have the ability to exercise authority that the Legislature has enacted in statute,
unlike cities who have the ability to create ordinances, except for action prohibited by the
Legislature. Generally, Mr. Allison feels like counties are very conservative stewards of
government power and only exercise power over private property when only absolutely
necessary, and often this power improves the property value. However, when there is a loss in
the property value, this Act gives property owners a vehicle and avenue by which they can seek
redress for any damages that may have been caused by a taking.*

The most notable exemption from the Private Real Property Rights Preservation Act is cities.
Most of the testimony provided to the Committee focused on this exemption. Some argue that
this exemption greatly impacts the effectiveness of this act because municipalities utilize

13 Government Code §2007.001

14 Written Testimony provided by the Texas Public Policy Foundation on September 24, 2012.

15 Oral Testimony provided by Jim Allison, County Judges and Commissioners Association of Texas on September
24,2012,
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regulatory takings the most. Others argue that municipalities need to remain exempt because a
change would drastically alter the way in which cities exercise their authority to regulate land
use. This report will outline testimony heard for removing this exemption and testimony heard
for keeping this exemption as well as other recommendations made by witnesses.

Removing the City Exemption

During the hearing on the Texas Real Private Property Rights Preservation Act, the committee
heard testimony from several associations, property owner groups, and practicing attorneys in
takings cases about why the Legislature needs to remove the city exemption from the act.

One reason for removing the city exemption is that as we continue to see growth in Texas,
population wise, the footprint of cities and municipalities is only going to get larger, according to
Seth Terry with the Texas Farm Bureau. As cities and municipalities grow, they will continue to
annex surrounding land and more property owners will fall under the regulatory authority of the
city or municipality.

Scott Norman with the Texas Association of Builders testified that if it recognizes that a
regulatory taking that decreases the market value of a property is a problem, the state should not
exempt cities that impose more regulations than any others. A city determines a regulatory action
that is needed for the benefit of the whole community and they pass that regulation. A property
owner should not have to carry that burden instead of all of the citizens of the city. If it is in the
best interest of the city to change zoning or land use, then it should be the burden of the city to
compensate the one agreed landowner.

There are also specific public notices in this act that cities do not have to comply with. Cities are
also exempt from the Takings Impact Analysis so they do not have to examine what the market
value impact of this taking will be. The Takings Impact Analysis could serve at least as a
deterrent to have cities really consider a taking before implementing a regulation. This is
important, especially when it comes to affordable housing. In takings cases with cities, individual
lots are not affected as much as developments of raw land or large subdivisions. These regulatory
rules are decreasing the value of the property and making the property less marketable especially
for entry level housing.*® Mr. Norman recommended that if cities were not included in the entire
act, then perhaps the Legislature should look to expanding the act to at least cover affordable
housing developments.

Dan Wheelus, an attorney who represents a number of private property owners in takings cases
testified that when cities are allowed to regulate in this extreme fashion, they circumvent the

16 Oral Testimony provided by Scott Norman, Executive Director of the Texas Association of Builders on
September 24, 2012,
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protections of eminent domain. The land is taken by regulations. It can circumvent the duty of a
city to serve. When a municipality annexes land, they are required to provide certain services to
that land. However, if the use of the land is almost entirely diminished, the city does not have to
provide services like water and sewage or police and fire protection.*’ Cities need to either be
included in the act or the Legislature needs to create a set of parameters in the local government
code that simply say that cities cannot regulate outside a regulatory box which protects property
owners from having cities impose regulatory authorities outside of that box.

The Texas Public Policy Foundation contends that the municipal exemption significantly
narrows the scope of the statute which basically renders it ineffective. This exemption
disproportionately punishes Texans living in urban areas by exposing them to local governmental
takings authority not permitted in rural areas. Bill Peacock testified that property owners should
have just compensation when the value of their property is diminished. The Act should guard
against the ability of local governments to arbitrarily devalue a citizen's private property.

Keeping the City Exemption

The Texas Municipal League provided testimony to the Committee that cities are, in large part,
exempt from the act as a matter of public policy. When people move to cities, there is an
expectation that their property will be protected for the good of the city as a whole. Cities
regulate private real property in a number of ways including: subdivision and platting, zoning,
building codes, and environmental controls. These regulations create a "reciprocity of
advantage”, meaning that the value of private real property is maintained by the city's
regulations. Cities must also regulate property in order to maintain the health and safety of its
inhabitants because people work and live closely together.

If the act was broadly applicable to cities then the city would have to respond to a claim by a
property owner in one of three ways. First, they could pay the alleged damages. Second, they
could pay the costs to litigate the claim. Or third, they could waive the regulations. In many
cases, the city would be forced to waive the regulations because they would be unable to afford
to litigate or pay the claim.

Often times, a city's land use regulations work to protect the good of the whole and maintain
property values of the whole. Removing this exemption would remove land use control from the
hands of the community and grant the authority to decide what is best for everyone living in a
city to individual developers.

An argument can also be made that if a city is acting within its authority, the legislature should
not dictate what land use regulations are or are not appropriate in a particular community,

17 Oral Testimony provided by Dan Wheelus on September 24, 2012,
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especially if the citizens of the community support these regulations such as environmental
protections regulations.'® A significant expansion of the act in regard to cities could eradicate
city authority to regulate land use, leaving the safety of city inhabitants and the value of their
property in jeopardy.

Other Changes Recommended

While most of the testimony centered on the city exemption, there were also other changes to the
act recommended by some of the witnesses. Seth Terry with the Texas Farm Bureau would like
to see the loser pay provision eliminated from the act. The Bureau believes this provision has
prevented some property owners from responding to a regulatory taking because they often have
limited resources. This provision could be eliminating the ability to test the real effectiveness of
the act.

Similarly, the Texas Public Policy Foundation would like to see a reduction in the amount of loss
necessary for compensable takings. They argue that a taking is a taking whether it devalues
property by 10 percent or by 90 percent and that the 25 percent reduction is an arbitrary number.
The act is a barrier to the less wealthy property owner pursuing his rights in the courts. The
Foundation also recommends allowing a political subdivision to issue a waiver of enforcement.
This would grant the authority to municipalities to waive the application of the regulation on a
property-by-property basis if the city determines the cost of compensation to be too high. Finally,
the Foundation recommends that municipalities be required to complete a Takings Impact
Assessment when seeking to impose restrictions on private property owners. This describes the
specific purpose of the proposed action and examines the benefits, burdens and alternatives to
the regulation, which would provide more transparency in takings proceedings by municipalities.

Recommendation

While the Legislature and the committee greatly value the rights of private property owners in
Texas, when the act was originally passed in 1995, the Legislature exempted municipalities from
inclusion. Since that time, little has changed to believe the Legislature would reverse its position
that the Private Real Property Rights Preservation Act include municipalities. We remain
cautious of the unintended consequences on municipalities using legitimate public policy
oriented regulations.

18 Written Testimony provided by Shanna Igo, Deputy Executive Director of the Texas Municipal League on
October 12, 2012.
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Charge 4

Examine current regulatory authority available to municipalities in their extraterritorial
jurisdiction. Make necessary legislative recommendations to ensure a proper balance between
development activities and municipal regulations.
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Background

The extraterritorial jurisdiction (ETJ) of a city is generally an area of land surrounding the city
outside the city limits, over which the city has some limited authority. This area may vary
depending on the size of the city, and can include a range of anywhere from one-half mile to five
miles outside of the city's full purpose, corporate limits. The legislature has given cities limited
jurisdiction to regulate in the ETJ and has expressly granted authority to enact and enforce
regulations only when it is necessary to provide some minimal level of protection to city
residents and ETJ inhabitants.

The concept of extraterritorial jurisdiction was created in the Municipal Annexation Act which
was passed into law in 1963. Texas Local Government Code § 42.001 sets out the policy purpose
underlying the concept:

The legislature declares it the policy of the state to designate certain areas as the
extraterritorial jurisdiction of municipalities to promote and protect the general
health, safety, and welfare of persons residing in and adjacent to municipalities.

Margaret Wallace, with the City of Houston, whose ETJ is the largest in the state and
encompasses parts of five neighboring counties, testified that when regulating development in
the ETJ, the city primarily deals with subdivision platting requirements and major thoroughfare
planning and that what authority the city does have is expressly granted by Texas statute.

Testimony

Ned Mufioz with the Texas Association of Builders testified that great caution should be
exercised by cities when making regulations that expand to their extraterritorial jurisdiction.
When the ETJ was created by statute, the main purpose was to allow pipes and roads to mesh in
future annexations.® Property owners within the ETJ do not have a remedy to battle over-
reaching ordinances mandated by city governments because they do not have a vote in city
elections and they do not receive city services. Over the years, various cities have attempted to
misapply their authority over the ETJ and the legislature has had to intervene and remove those
ordinances.

The Builders contend that if the activities in the ETJ are so paramount to the city and its needs,
then the city has the ability to annex that property or utilize limited purpose annexation. With
limited purpose annexation the city may apply all of its land use rules, including zoning, in that
ETJ in exchange for those individuals being able to vote in city elections. The city would
eventually have to annex that land in three years.

19 Oral Testimony provided by Ned Mufioz, Texas Association of Builders on September 24, 2012.
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Mr. Mufoz stated that abuses of regulatory authority in the ETJ through over-reaching
ordinances can increase the cost of housing because developers are unable to develop small lots
or have to comply with costly regulations. This could lead to greater urban sprawl, requiring
builders to develop land outside of a city's ETJ.

Most of the testimony provided to the committee focused on a specific tree ordinance in the city
of San Antonio. Proponents of this ordinance contend that the restrictions provide many benefits
to the city and citizens of the ETJ, while opponents discussed the negative ramifications the
ordinance has had on development due to the costs associated with compliance. Opponents also
argue that the ordinance unnecessarily infringes on the rights of property owners and developers
located outside of the city.

John Jacks, Assistant Development Services Director for the City of San Antonio says the city
understands that there needs to be a balance between growth and development and the protection
of the quality of life of its residents. About half of all new subdivisions in San Antonio are
located in the ETJ. Mr. Jacks contends that the tree ordinance falls under the city's regulatory
authority in the ETJ because trees are a part of infrastructure as they manage stormwater,
stabilize soils, reduce urban heat island effects and promote air quality.?’ In addition, County
Commissioners adopted the tree requirements through the interlocal agreement on platting, the
requirements do not affect established single-family homes or new single-family homes after the
builder resells the properties to individual buyers, and agricultural, timber or ranching operations
are exempt from the requirements. Basically, the tree preservation ordinance really only applies
to builders and developers during the development stage.

The San Antonio ordinance also has provisions that allow for up to 65% of the protected trees to
be removed without any mitigation, and there are options when mitigation is required including
preserving additional trees, preservation of tree clusters, preservation of naturally vegetated areas
or preservation of environmentally sensitive areas such as floodplains or steep slopes which are
generally undevelopable. Additionally, the city has adopted various programs such as tree
giveaways available for citizens in the ETJ, tree rebates available to CPS Energy customers,
municipal plantings and has sought to purchase land for conservation through propositions which
were widely approved by voters.?

Col. John Lamoureux, Commander of the 502d Mission Support Group testified on behalf of the
Joint Base San Antonio-Fort Sam Houston which includes Fort Sam Houston, Lackland,
Randolph and Camp Bullis in San Antonio. He specifically spoke to the benefits this tree

20 Written testimony provided by John Jacks, Assistant Development Services Director for the City of San Antonio
on September 24, 2012.
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ordinance has provided Camp Bullis, which was established about a hundred a years ago with no
surrounding development. Now, due to the growth of San Antonio and the surrounding
communities, the base has experienced encroachment. Fortunately, San Antonio and the
surrounding communities have been instrumental in resolving any issues that have arisen over
the past few years due to this encroachment.

Lamoureux says the tree ordinance is an example of this cooperative effort, as it helps Camp
Bullis in four ways. First, the ordinance helps Camp Bullis from becoming the "lone island of
refuge” for the endangered golden-cheeked warbler. Without the ordinance, many restrictions
would be triggered on Camp Bullis under the federal Endangered Species Act. Second, the trees
buffer light from development which helps in aiding night training missions and the use of night
vision goggles. Third, the trees also buffer noise coming from the installation which assists in
reducing noise complaints due to the installation's firing ranges and aviation activities. Finally,
the trees help the San Antonio area to be in attainment for EPA ozone standards.?* Mr. Jacks
with the city of San Antonio also testified that this EPA attainment has brought jobs to San
Antonio by being a contributing factor as to why Toyota Manufacturing chose the city for one of
their plants.

James Leonard with the San Antonio Builders Association testified that since the early 90s in the
city of San Antonio, approximately two dozen ordinances passed that effect the homebuilding
industry. That's more than one ordinance a year that impacts the industry. Generally, it takes two
years from the time that a developer acquires a piece of property, takes it through the planning
process, and applies for plat approval to until he's ready to deliver home sites to a builder. Any
grandfathering from a new ordinance does not occur until that point, so developers are constantly
facing new ordinances while in the development phase of their projects.

Mr. Leonard was a participant in a stakeholder committee for the tree ordinance consisting of
approximately 20 different groups within the city and testified that San Antonio has the most
restrictive tree ordinance in the United States. Two thresholds of heritage trees: a large species
tree which is a tree exceeds 24 inches in diameter measured at chest height. Smaller trees
measuring in the twelve inches in diameter at chest height. These smaller trees are measured
combining the multiple trunks of the tree. The fee to remove a large heritage tree is $600 per
caliber inch and $200 per caliber inch for a small heritage tree. You do have the ability to buy
your way out of the tree ordinance, but the cost can be up to $15,000 to remove a tree that falls
under the heritage tree category.”® Developers also have the option of planting more trees to
cover the loss of a heritage tree at a three to one ratio, which is not usually possible on most lots

22 Written testimony provided by Col. John Lamoureux, on behalf of the Joint Base in San Antonio on September
24, 2012.

23 Testimony provided by James Leonard, member of the San Antonio Builders Association on September 24,
2012.
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that are being developed. The cost of complying with the ordinance and the cost to the planning
can increase the cost of a property in the ETJ in an excess of $1,000.

The money collected through these removals is deposited into the city's tree fund which can be
used to plant more trees or litigate against violators of the tree ordinance. However, it should be
noted that the city only plants trees within the city's full purpose limits and does not use money
collected by the removal of trees in the ETJ to plant any trees in the ETJ. According to the Tree
Coalition, San Antonio tree's fund is currently $2.4 million dollars.

The military is a strong component of employment in San Antonio and the Builders agree that
the United States Military should have everything at their disposal to carry out their mission.
However, the area around Camp Bullis makes up a very small percentage of the city's ETJ and
this ordinance affects the entire ETJ and perhaps an ordinance with a more narrow scope is in
order.

While the committee acknowledges the stated benefits of this ordinance, the committee has to
wonder whether the ordinance impedes too heavily the rights of property owners and developers
away from the military base. The purpose of enforcing the unified development code in the ETJ
IS to bring together utilities so that if at a point in time the city annexes the area, they know they
have utilities that are incompliance with code. The city should not use their regulatory authority
to have an impact on the housing that is built and the use of private property in the ETJ.**

Recommendation

The committee does have concerns regarding excessive and abusive regulations which impede or
deny property owners their right to develop land as they see fit. However, the committee feels
these regulations should be addressed with targeted, local bills brought by members who
represent the area affected by the regulations. Any statewide solution could have unintended
consequences on communities other than those imposing unreasonable regulations.

24 1d.
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Charge 5

Monitor the agencies and programs under the committee’s jurisdiction and the implementation of
relevant legislation passed by the 82nd Legislature.
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Common Carrier Pipeline Status

In the 2011 Legislative Session, the committee passed SB 18 which was ultimately signed into
law. The legislation provided comprehensive reform and stronger protection for private property
owners regarding eminent domain practices in Texas. This reform includes requiring
governmental entities interested in acquiring private property to first make a bona fide offer in
writing and based on an appraisal, requiring condemnation petitions to specifically state the
public use for which the land is needed, as well as clarifying that property taken through eminent
domain may only be used for public use. The legislation also requires a governmental entity that
takes land to first have a record vote which states which land will be acquired and for what
project it is being acquired. Entities must also provide all appraisals of the property that have
been done during negotiations. Finally, landowners have the ability to repurchase the land at the
price they were paid for it if no actual progress is made toward the project in 10 years or if the
property becomes unnecessary for the project for which it was taken.

In March 2012, the Texas Supreme Court issued a significant ruling regarding common carrier
pipelines which under Texas law, have the ability to use eminent domain when acquiring
property for pipeline construction. The Denbury Green decision caused considerable uncertainty
for the oil and gas industry, and for Texas property owners as well. While the court did not rule
specifically whether Denbury Green is a common carrier pipeline, it did rule that the method by
which this common carrier status, and thereby eminent domain power, is granted to pipeline
companies by the Texas Railroad Commission is insufficient. This report will outline the
Denbury Green case, highlight the issues brought forth by the Supreme Court, detail testimony
taken by the committee and make legislative recommendations.

Texas Rice Land Partners, Ltd v. Denbury Green Pipeline, LLC

Denbury Green owns a naturally occurring CO, reserve in Mississippi known as Jackson Dome
and desired to build a pipeline from there to Texas oil wells to inject CO, into oil wells for
increased oil production. Some evidence was admitted into the lower court record that Denbury
might purchase man-made or "anthropogenic" CO, from third parties and transport it in the
pipeline.

In March 2008, Denbury Green applied with the Railroad Commission to operate a CO, pipeline
in Texas. In the one-page Form T-4 permit application, there are two boxes for the applicant to
indicate whether the pipeline will be operated as "a common carrier” or "a private line." Denbury
Green placed an "x" in the common-carrier box. In April 2008, the Commission granted the T-4
permit. In November 2008, Denbury Green filed a tariff with the Commission setting out terms
for the transportation of gas in the pipeline. The administrative process for granting the permit
was conducted without a hearing or without notice to landowners along the proposed pipeline.
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Texas Rice Land Partners, Ltd. owns two tracts along the pipeline route. When Denbury Green
came to survey the land in preparation for condemning a pipeline easement, Texas Rice Lands
and lessee, Mike Latta refused entry. Denbury Green sued Texas Rice Land for an injunction to
allow access to the tracts. The trial court rendered a summary judgment in favor of Denbury
Green, finding that Denbury is a common carrier and has the power of eminent domain. The
court of appeals affirmed the decision. One justice dissented, believing genuine issues of
material fact precluded summary judgment. The case was then appealed to the Supreme Court of
Texas.

Issues

The Supreme Court's ruling found that Denbury Green's "Unadorned assertions of public use are
constitutionally insufficient. Merely registering as a common carrier does not conclusively
convey the extraordinary power of eminent domain or bar landowners from contesting in court
whether a planned pipeline meets statutory common-carrier requirements. Nothing in Texas law
leaves landowners so vulnerable to unconstitutional private takings." The court of appeals'
judgment was reversed and remanded to the district court for further proceedings consistent with
their Opinion.

The Court brought forth a few issues that are most relevant to this Committee. Those issues are
that the T-4 Permit granted by the Railroad Commission does not conclusively establish
eminent-domain power, nor is there a test for common carrier status. The court also expresses the
importance that a carrier is not a common carrier if it transports its own gas. The carrier must
prove that there is a reasonable probability that an unaffiliated entity will be a future customer.

In the first issue, the court determined that nothing in statute indicates that the Railroad
Commission's decision to grant a common-carrier permit carries conclusive effect, preventing
landowners from disputing in court a pipeline company's assertion of public use. They also found
that there is no effort to confirm that the applicant's pipeline will be for public rather than private
use based on the record, current rules and statutes.

The court further states that when applying for a T-4 permit, the registrant simply submits a form
indicating its desire to be classified as a common or private carrier. There is no notice given to
affected parties, no hearing held, no evidence presented, and no investigation conducted. The
commission performs a clerical rather than adjudicative act by accepting the entity's paperwork.
With respect to the core constitutional concern, the pipeline's public versus private use, there is
no regulation or enabling legislation directing the commission to investigate and determine
whether a pipeline will in fact serve the public. The court concluded that based on the scant
legislative and administrative scheme, it cannot be conceived that the Legislature intended the
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granting of a T-4 permit alone to prohibit a landowner, who was not notified or involved in the
permitting process, from challenging in court the eminent-domain power of a permit holder.

In order to qualify as a common carrier with the power of eminent domain, the pipeline must
serve the public and not be built only for the builder's exclusive use. It was the contention of
Denbury Green that making the pipeline available for public use is sufficient enough to confer
common-carrier status. The court disagreed because the argument is inconsistent with the
wording of Section 111.002(b) of the Texas Natural Resources Code, which states that a
common carrier owns or operates a CO; pipeline "to or for the public for hire, but only if such
person files with the commission a written acceptance" agreeing to become "a common carrier
subject to the duties and obligations conferred or imposed by this chapter." The court contends
that an entity must meet both of these requirements in order to confer common carrier status. It is
also a concern of the court that a company could apply for a permit as a ruse in order to obtain
eminent-domain power when a landowner refuses to allow access. Therefore, the court holds that
in order for a person building a CO, pipeline to qualify as a common carrier under Section
111.002(b), a reasonable probability must exist that the pipeline will at some point after
construction serve the public by transporting gas for one or more customers who will either
retain ownership of their gas or sell it to parties other than the carrier.

The court concluded that while pipeline development is indisputably important to our state, given
the fast-growing energy needs, economic dynamism and freedom itself also demand strong
protections for individual property rights. They found that a private entity cannot acquire
unchallengeable condemnation power merely by checking boxes on a one-page form and self-
declaring its common carrier status. The Texas Legislature has enacted a regime that is
protective of landowners. If a landowner challenges an entity's common-carrier designation, the
company must present reasonable proof of a future customer in order to demonstrate that the
pipeline will indeed transport "to or for the public for hire" and is not for private use.

Testimony

On July 23, 2012, the committee met in Austin to hear testimony from the oil and gas industry as
well as property owners and property owners rights protection groups. Their concerns regarding
common carrier status and their recommendations varied, but most agree that the oil and gas
industry is an integral part of the Texas economy and a balance must be struck in protecting the
rights of Texas property owners while also not hindering economic growth for such a vital
industry for the state.

The Texas Farm Bureau is grassroots organization with a mission to be the "voice of Texas
Agriculture.” The Bureau maintains a Legal Defense fund which assists its members, who are
private property owners, with various legal proceedings including cases involving the use of
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eminent domain. Regan Beck, Assistant General Counsel for the Texas Farm Bureau testified
that they agree with the Supreme Court's ruling that "simply checking a box and having the
Railroad Commission process the form does not confer the power of eminent domain. Property
owners must retain the right to challenge common carrier status in our courts."?> Clayton Henry
with the Texas and Southwestern Cattle Raisers Association asserts that "because it is so
personal to property owners both the government and condemner should expect to be graded
hard on whether the condemnation is for a public purpose and whether the condemnation process
is fair, equitable, and upholding the letter and spirit of the law."*

Private property owner, Julia Trigg Crawford, who is currently involved in a legal battle with
another pipeline company over eminent domain, testified that there needs to be a system of real
checks and balances when it comes to something as important as the condemnation of land. In
the current system, common citizens are doing the work that should be shouldered by state
agencies who administer the rules and procedures.?” There is also a concern that many property
owners do not have the means to pursue what can be a long and expensive court battle with a
pipeline company when it comes to eminent domain proceedings.

While testifying, Debra Medina, Executive Director of We Texans, a non-partisan and non-profit
grass roots organization, acknowledged the crucial role that industry makes to the economy of
Texas and how it enriches the lives of Texans. She feels, however, that the Supreme Court's
decision recognizes the abuses of eminent domain and that there must be an objective measure in
place to determine whether a common carrier is in compliance.?? Medina encouraged the
committee to find a fair and just policy to reign in abuses to eminent domain practices by
pipeline companies. She also noted the importance of investigating the quick-take procedures in
Texas, as Texas property owners need to be properly and justly compensated for their
condemned property. Medina stated that "The impaling of private property demands extreme
care and legislation and a thorough investigation of the underlying factual situation."

Josiah Neeley, policy analyst for the Texas Public Policy Foundation testified that landowners
and pipeline companies need clear rules to remove any uncertainty about which pipelines qualify
as a common carrier. Landowners need to have a mechanism whereby they can seek redress
when their rights are being violated. But this process needs to be as simple and streamlined as
possible to prevent valuable pipeline projects from getting stuck in legal limbo. And it should be
made clear, either through legislation or agency regulation, exactly what sorts of evidence are
sufficient to prove common carrier status. Neeley also noted that while the Supreme Court found
the existing Railroad Commission practice is inadequate to prove common carrier status, he does

25 Testimony provided by Regan Beck, Assistant General Counsel for the Texas Farm Bureau on July 23, 2012.
26 Testimony provided by Clayton Henry, Texas and Southwestern Cattle Raisers Association on July 23, 2012.
27 Testimony provided by Julia Trigg Crawford on July 23, 2012.

28 Testimony provided by Debra Medina, Executive Director of We Texans on July 23, 2012.
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not feel that the court concluded that no commission action could be adequate. The commission
could conduct an actual investigation or examination of the available evidence and provided the
affected landowners with notice and an opportunity to contest the application. This process could
meet the constitutional strictures required by Denbury while imposing the least possible burden
on builders.?

Phil Gamble with the Texas Gas Processors Association testified that the energy industry in
Texas is dependent upon a predictable regulatory environment. The Denbury case could
significantly impact the development of pipeline infrastructure in Texas which would
significantly impact the drilling of new oil and gas wells in the state. In order to establish some
degree of certainty in the common carrier process, Gamble recommended a two part solution.
First, enhance the common carrier application review process at the Railroad Commission and
second, grant exclusive jurisdiction to the Railroad Commission to hear those matters. The
commission could apply the standards established by the Legislature as laid out in the statutes
and make a determination of whether or not a pipeline qualified as a common carrier. Pursuant to
the Administrative Procedures Act, findings of fact and conclusions of law would be taken at the
hearing, this would provide the right of appeal for any party who disagreed with the
Commission's decision. The appeal would go from the Railroad Commission to the District
Court in Travis County to the Third Court of Appeals, and if necessary, the Texas Supreme
Court. Gamble also testified that the hearing at the Railroad Commission should be limited to
only the common carrier question, as there are other forums for discussions regarding route,
product, and safety.*

In his testimony, Bill Stevens with the Texas Alliance of Energy Producers stated that there is no
more important tenant in our law than private property rights. The ability to abridge those rights
must be limited and must be warranted. It carries with it an enormous responsibility to serve the
public good. Stevens believes there should be upfront scrutiny and verification in the T-4 process
that a pipeline is intended to be run for the public good should be a larger part of the process in
granting the common carrier designation. The Alliance believes that more transparency in the
process is a good thing and will benefit both the pipeline companies and private property
owners. !

The Denbury decision changed overnight over twenty five years of case law that the oil and gas
industry had been dependent upon, according to James Mann with the Texas Pipeline
Association. He believes we now have a fact finding process instead of a legal conclusion. A
concern from Mann is that if the fact finding process is not consolidated to one entity, there
could be literally hundreds of different decisions by county and district courts in Texas as to

29 Testimony provided by Josiah Neeley, policy analyst for the Texas Public Policy Foundation on July 23, 2012.
30 Testimony provided by Phil Gamble, Texas Gas Processors Association on July 23, 2012.
31 Testimony provided by Bill Stevens, Texas Alliance of Energy Producers on July 23, 2012.
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whether a pipeline is a common carrier or not along a pipeline route. That kind of uncertainty is
extraordinarily damaging to the pipeline building process. Without being able to tell lenders that
a pipeline will be able to be built, pipeline companies will not be able to secure the financing
needed to build the infrastructure to support the growing oil and gas industry. Mann believes the
only way to answer the questions that have arisen from Denbury is to have one hearing process
with appeals in place and that the most logical forum and agency to conduct this process is at the
Railroad Commission.

The Railroad Commission oversees the oil and gas industry. It regulates drilling, production,
pollution remediation, and pipeline safety. Criticism continues to be leveled at the agency for
the appearance of conflicts of interest. The latest Sunset Advisory Commission Staff Report
details the nature of various issues contributing to the appearance of conflicts of interest. For the
purposes of determining whether a pipeline company should be granted common carrier status,
and thereby the extraordinary power of eminent domain, the influence political contributions can
have on commissioners and the influence those commissioners can, in turn, exert on agency staff
is of particular concern, especially when an increasing majority of campaign funds are coming
from the regulated community. The influence of contributions was of such concern last session
that the House added a provision to the Sunset Bill that would have prohibited a commissioner
from knowingly accepting a contribution from a party with a contested case before the
commission.

In addition to recommending campaign fundraising reforms for Railroad Commissioners, the
Sunset Report explains that "the need for neutral, independent staff to preside over contested
enforcement and gas utility cases remains critical to ensure the fair and unbiased treatment of all
parties."” A previous Sunset Advisory Commission report recommended moving gas utility cases
and enforcement cases to the State Office of Administrative Hearings (SOAH) to "ensure outside
objectivity."” The cases were not moved from the Railroad Commission because the Sunset Bill
failed to pass.

The latest Sunset Report details the concerns:

Having in-house attorneys hear the cases at the Railroad Commission can give the
appearance of a conflict of interest, as these staff must preside as a neutral entity
independent of the other Commission staff participating in the contested case as
one of the parties. The hearing staff also answer to the elected Commissioners
who receive campaign contributions from many of the industry parties in these
cases. This relationship can create the perception of bias towards the industry and
can lead to public mistrust in the Commission, even if no conflict exists.

In reevaluating this issue, Sunset staff found the Commission has taken steps to
separate technical staff with party status and staff involved with the decision
making in administrative hearings into different divisions. While reducing the
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potential for inadvertent ex-parte communications, in-house hearings examiners
remain subject to the overall pressures of working within the agency. Thus, the
reasons for transferring these hearings to SOAH have not changed. Despite
industry claims of additional costs and time delays, Sunset staff could find no
evidence to support these allegations, and even to the extent these concerns have
merit, they would not outweigh the need for an impartial hearings officer.

The Railroad Commissioners responded to this criticism in a November 20, 2012 letter:

The Commission disagrees with this recommendation. The Commission’s gas
utility rate cases were heard at SOAH for a brief period beginning in 2001. Gas
utility consumers did not realize any appreciable benefits from having SOAH
conduct gas utility hearings, while the Railroad Commission was burdened with
unnecessary administrative obligations. The hearings returned to the Commission
in 2003.

During the period when gas utility cases were heard by SOAH, neither the
Commission, the gas utilities, nor the gas utility customers experienced any
improvement in the manner in which cases were processed and decided. The
cases were not processed more quickly or efficiently, the legal analysis performed
by the SOAR administrative law judges was not more thorough or of greater
quality, and the proposals for decision that were issued by SOAH were not better
products than those historically produced by RRC hearings examiners. The
transfer of gas utility contested rate cases did not represent an improved, more
efficient, or better process, just a different and more costly one.

The current recommendation by Sunset Staff would transfer all contested
enforcement cases and all contested gas utility rate cases to SOAR. The RRC has
enormous in-house expertise among its technical staff, attorneys, and hearings
examiners that is absolutely critical to the effective administration and
enforcement of its various regulatory programs. Such in-house expertise allows
the RRC to allocate and channel its resources as necessary to address significant
regulatory issues and fulfill its regulatory responsibilities in the most efficient and
proficient manner possible, including through the conduct of contested-case
hearings, to best serve the citizens of the state of Texas and ensure protection of
the environment. The contested-case hearing processes in place at the
Commission protect the fundamental rights of all stakeholders, provide an equal
opportunity to fully participate in contested-case proceedings, and ensure that
Commission decisions are in fact fair, evidenced-based and lawful. Of particular
importance is the ease of access afforded by the Commission’s process that allows
individual consumers or small business operators to represent themselves through
the hearing process. Should the process transfer to SOAH, it is likely that
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individuals currently representing themselves would require legal counsel to
navigate the SOAH process.

Gas utility rate cases are not ideal comparisons to cases determining whether a pipeline company
should be a common carrier, and thereby granted eminent domain powers. Rate cases deal with
disputes between a willing seller and the willing customer, though they may disagree over the
details of how much one will charge the other. Eminent domain cases, by their very nature, deal
with an unwilling seller and interference with his or her property rights.

If one thing is clear from the Denbury ruling and this committee's hearing and study, it is that the
state must aggressively and thoroughly investigate and evaluate the evidence a pipeline company
submits when applying for common carrier status. The burden of contesting common carrier
status should not fall on landowners who are subject to eminent domain action. The state should
vet every proposed pipeline requesting common carrier status, and thereby eminent domain
power, to ensure that there is a reasonable probability the pipeline will be for "public use.”

One of the first statutory tests for granting eminent domain power is that the pipeline company
will, more likely than not, be a common carrier. The analysis of the relevant evidence should be
conducted independent and impartial hearing examiners, free from any appearance of a conflict
of interest, to protect the integrity of the finding and the legitimacy of a qualifying pipeline
company's authority to exercise eminent domain.

Recommendations

The Legislature should adopt a statutory framework for establishing what evidence constitutes a
"reasonable probability” that a pipeline company applying for common carrier status will serve
the public, as prescribed by the Texas Supreme Court's ruling in Texas Rice Land Partners, Ltd.
and Mike Latta v. Denbury Green Pipeline-Texas.

To protect the integrity of the process of granting common carrier status and the legitimacy of a
qualifying pipeline company's authority to exercise eminent domain, the Legislature should
mandate an aggressive and thorough investigation of all the relevant evidence regarding the
probability that a pipeline company will be a common carrier. Public notice and public hearings
in the area of the proposed pipeline should be part of the process. The evaluation of that evidence
and the determination to grant common carrier status should be conducted by an independent and
impartial hearing examiner.
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